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JAPAN: KEY ECONOMIC INDICATORS 


All values in U.S. $ million 
unless otherwise indicated. 


INCOME , PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
GNP at Constant 1970 Prices 
Annual Per Capita GNP, Current Prices ($) 
Plant and Equipment Investment, Current Prices 
Indices: 
Industrial Production (Mfg.) (1970=100) 
Avg. Labor Productivity (Mfg.) (1970=100) 
Avg. Industrial Wage (Mfg.) (1975=100) 
Avg. Labor Force (millions) 
Avg. Unemployment Rate (Z) 


MONEY AND PRICES 
Money Supply (m2) 4/ 
Bank of Japan Com'l Disc't Rate (%) 
Call Rate (Uncond.), Highest (%) 
Com'l1 Bank Avg. Loan Rate (%) 
Consumer Price Index (1975=100) 
Wholesale Price Index (1970=100) 


PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 
External Public Debt 

Basic Balance of Payments 

Balance of Trade 

Exports, FOB 

Export Share to U.S., FOB (%) 
Imports, FOB 

Import Share from U.S., CIF (2%) 


Main imports from U.S., 1976 (Quan: 


MT thou; Value: 


yen figures, GNP and investment: 
¥297; 1976 - ¥297; Jan.-Sept. 1977 - ¥276 
(average interbank spot rates). 


supply: 


2 


Dollar exchange rate used for conversion of 
1975 - 


Money 
¥308 throughout, as used for 


some computations by Ministry of Finance. 


1975 


490,400 
309,700 
4,390 
69,500 


110.1 
133.3 
100.0 
53.2 
1.9 


378,113 

6.52/ 
13.0 
9.099 
100.0 
156.8 


12,815 

3,3302/ 
954 
5,028 
54,734 
20.0 
49,706 
20.1 


$ mil): 


1976 


553,600 
328, 300 

4,910 
74,400 


122s 
151. 
112. 

33. 


4. 


436,628 
6.52/ 
7.5 
8.256 
109.3 
165.4 


16,604 
4,4912/ 
2,696 
9,887 

66,026 

23.3 

56,139 

18.2 


Coal 


1975-76 
Change (%) 


29.6 
34.9 

3,650LL/ 

4,859L1/ 
20.6 


i2.9 


1977 
Indicator 


660,200 = 

369, 800 
5,790 
84, 600 


130.3 
158.8 = 
122.0 
54.4 
2.0 = 


483,475 
4.25 
7.0 
7.774 
117.5 = 
169.0 = 


22,14910/ 


Nea. 
5,12912/ 
13, 32722/ 
64,04712/ 

24.212/ 
50,72012/ 

17. 712/ 


- 17,455, 1,218; Logs & 


lumber - 10,87613/, 1,171; Soybeans - 3,287, 770; Maize - 5,144, 676; Wheat - 3,321, 587; 
Computers/accessories - **, 277; Raw cotton - 199, 260; Grain sorghum - 2,234, 256; Meat - 


116, 246; Aircraft - **, 232; Raw hides - 236, 231; Leaf tobacco - 57, 220; Power generating 

machines - **, 218; Organic chemicals - **, 201. 

Footnotes: 

1/ Jan.-Sept., seasonally 
adjusted, annual rate. 


Effective Sept. 5, 1977. 


11/ 
San.-Oct. 


Movement toward surplus, in 
$ million vice percent. 


2/ Jan.-Sept. average, 
seasonally adjusted. 

3/ Jan.-July average, not 
seasonally adjusted. 

4/ As of September 30. 10/ 

5/ As of end of year. ee 


Jan.-Sept. average, not 
seasonally adjusted. 

Jan.-Oct. average, not 
seasonally adjusted. 

End of November. 

Not available. 


Jan.-Oct. total, not 
seasonally adjusted. 
Cubic meters vice metric 

tons. 


Change is in aggregates 
denominated in yen not 
dollars. 





SUMMARY 


The rapid expansion that in the first half of 1977 had 
characterized the Japanese economy, gave way to a pronounced 
lull at mid-year. Although government expenditures and net 
exports maintained into the fall the strong pace they had set 
earlier in the year, weakness in private consumption and 
investment caused real growth to dip to a 2 per cent annual 
rate in the July-September quarter. During the second half of 
1977 the appreciation of the yen, already marked in the early 
part of the year, accelerated. Japan's current account surplus 
remained very large throughout the year. On the brighter side, 
inflation, though still not contained, has subsided more rapid- 
ly than had been anticipated. 


The Japanese government in September 1977 moved to provide 
additional stimulus to the domestic economy; steps taken 
included a supplementary budget passed by the Diet in October. 
In September the Bank of Japan reduced its discount rate to a 
postwar low. At the end of November, Prime Minister Fukuda 
announced his intent to introduce a second supplementary budget 
in the current fiscal year. Plans to set expansionary fiscal 
policies for fiscal 1978 also have been announced by Japanese 
government spokesmen. Steps designed more directly to cut the 
current account surplus, including accelerated tariff cuts and 
the easing of some import restrictions, are at various stages 
of implementation or consideration. 


The economic outlook in Japan for the coming months is 
uncertain. Domestic demand remains sluggish despite the 
stimulative efforts of the government. Exports, which have 
been a bulwark of Japan's growth in recent years, are threaten- 
ed both by new competitive pressures arising from the yen rise 
and by protectionist influences from Japan's trading partners. 
Japan is not expected to reach her growth target during the 
current fiscal year, but the government has announced that it 
hopes to increase growth markedly in fiscal year 1978. 


In so far as Japan resumes high growth, it will offer a 
promising market for a variety of American goods, including raw 
materials, high-technology industrial equipment, and consumer 
products. Agricultural export opportunities continue strong. 
There are investment opportunities in Japan, especially for 
joint ventures with a high technical input from the U.S. 
partner. The U.S. and Japanese governments are cooperating to 
facilitate Japanese imports of manufactured products. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


In the summer of 1977 Japanese economic expansion showed 
in seasonally adjusted figures a considerable decline from 
the 8.5 per cent and 6.7 per cent annual rates achieved in 
the first and second quarters, respectively. Preliminary 
data for the third quarter show annual growth of only 2.0 per 
cent. 


Reflecting the strong public works emphasis of pump- 
priming measures, growth in government investment has been 
consistently strong throughout the year. Net exports (exports 
minus imports) also have contributed strongly to growth in 
1977. Export volume growth has declined sharply since the 
strong first quarter showing, but this has been more than 
offset by absolute declines in import volume in the first and 
third quarters. 


Consumption, which makes up 50 per cent of GNP, has been 
listless for some time; in the third quarter it grew ata 
meager 1.2 per cent annual rate. Growth in private plant and 
equipment has been decelerating for several quarters and 
registered absolute annual declines in the second and third 
quarters of 6.8 and 4.4 per cent, respectively. After a strong 
April-June showing, private housing investment fell during the 
following quarter at an annual rate of 14.0 per cent, despite 
public programs to aid home buyers. 


Other recent indicators of Japan's economic performance 
are in line with the low growth of the summer quarter. 
Industrial production, seasonally adjusted, fell by 1.0 per 
cent from the April-June 1977 to the July-September quarter; 
it eased again, by 0.3 per cent, in October. During October 
also, producers' shipments, which had declined by 0.3 per cent 
in the summer quarter, dropped by 1.8 per cent. Little 
progress has been made in reducing high inventories. The 
ratio of producers' inventories to shipments edged down a 
little in September and October after climbing during the 
summer but it still remained above year-earlier figures. 
Combined department store and supermarket sales registered only 
modest gains during August, September and October, reaching in 
October a level 10.6 per cent above that of October 1976. Auto 
Sales, however, gained after a summer slump. After a spurt 
of activity in the April-June quarter, housing starts have 
receded in recent months. Except in a few sectors, notably 
electric power, business profits were reported substantially 
down for the semester ending in September 1977. Bankruptcies, 
reflecting mainly a continuing unevenness in domestic demand, 
remained at or near record highs through October. Unemployment 





remained low by world but high by Japanese standards during 
summer and fall 1977. In October about a million persons, 
or about the same number as in October of last year, were 
unemployed; seasonally adjusted, the October 1977 unemploy- 
ment rate was 2.01 percent. 


Inflation Rate Slows 


Inflationary pressures abated significantly during the 
spring, summer, and early fall of 1977. The March 1977 
consumer price index had recorded a year-over-year inflation 
rate of 9.4 percent. By October, however, the year-over-year 
CPI rate of increase had subsided to 7.5 percent. From May 
to October the annual rate of increase was only 4 percent. 


Wholesale prices have been virtually unchanged for over 
a year. The yen cost of imported materials has declined 
during the recent period of yen appreciation, and domestic 
demand has done little to pull prices up. The index was .9 
percent lower in November 1977 than in November 1976. 


Interest rates in late 1977 continued on a downward 
trend which has prevailed since 1975. The monthly average 
commercial loan rate fell below 8 percent in May 1977 and 
reached 7.058 percent, a four-year low, during October. The 
money supply (M2, i.e., the sum of currency, coins, demand 
deposits, and time deposits) rose quite slowly, to show at 
the end of October 1977 an increase of only 9.8 percent 
over the end of October 1976. 


Japan's Payments Surplus Reaches New Heights; Yen Appreciates 


Japanese trade and current account balances have been 
running in unprecedentedly high surplus throughout 1977. 
For the first ten months of 1977 the cumulative current 
account balance, seasonally adjusted, totaled $8.6 billion; 
the trade balance, seasonally adjusted, totaled $14.1 billion. 
A considerable part of the widening surplus, particularly 
since the first quarter of 1977, has been accounted for by 
price movements. The yen rose from 293 to the dollar at the 
end of 1976 to a postwar high of 238 to the dollar on 
December 15, 1977. Because of this sharp appreciation, 
Japanese exporters have been pushing up the dollar prices of 
their exports. Meanwhile, the dollar price of imports has 
been relatively flat because of weak demand both around the 
world and in Japan itself for the raw materials that make up 
the bulk of Japanese imports. Growth in export volume has 





tapered off in recent months after the very strong expansion 
of late 1976 and early 1977. Import volume, after expanding 
in the first half of 1977, has declined since mid-year. 


The trade and current account surpluses continued to 
dominate Japan's overall balance of payments as the end of 
1977 approached. By the end of November Japan's official 
international reserves had reached $22,149 million, a $5.5 
billion increase since the end of 1976, and an all-time high. 


Government Moves to Deal with Economic Conditions 


The Japanese government in summer and fall 1977 took 
a number of steps to deal both with the softness of Japan's 
private sector Gemand and with her large and continuing 
payments surplus, which continued to present major problems 
in her relations with her trading partners. Japanese and 
American government leaders and experts have met frequently 
during the latter part of the year to discuss the accounts 
imbalance and in particular the pressures toward protectionism 
which it tends to stimulate. 


With signs of a lull developing during the summer, the 
Japanese government in August took administrative steps to 
prop up business activity. These consisted primarily of 
acceleration of already planned public and private spending 
Then, on September 3, a more ambitious package of expansionary 
proposals was set forth by the government. These included 
a request, granted by the Diet during the following month, 
for a supplementary budget of about $4 billion. In addition 
to the direct supplementary budget expenditures, which are 
primarily for new public works projects, Diet approval was 
requested for other action expected to pour $4 billion more, 
mainly in private housing investment, into the Japanese 
economy. Further acceleration of other planned public 
spending, encouragement of new private investment especially 
in electric power - repetitions of expansionary steps already 
taken several times during the government's efforts over 
the last year to maintain the pace of Japan's recovery from 
the 1975 recession - also were included in the Government's 
September 3 proposals. An additional anti-recession element 
in these is the Japanese government's statement of intent 
to give special assistance to structurally depressed 
industries and small businesses in financial crisis - 
especially those whose competitive position in foreign 





markets has been hurt by the steep yen rise - and to provide 
special assistance, either directly or through employers, to 
workers affected by structural demand weakness. Finally, 

the Japanese government, faced both with a continuing softness 
in Japan's domestic demand and with the threat which the yen 
appreciation presents to foreign demand, in late November 
announced plans to request a second supplementary budget for 
this fiscal year and to follow expansionary fiscal policies 

in FY 1978. 


Monetary as well as fiscal methods were used by the 
Japanese government during late 1977 in its effort to reflate 
the economy. In early September the Bank of Japan reduced 
its discount rate from 5 percent to 4.25 percent, a postwar 
low. Meanwhile, the government included in its September 3 
stimulative program a decision to encourage the expansion 
of consumer loans. 


Late in September the Japanese government announced 
a program of measures intended to meet the widespread criti- 
cism of Japan's current account surplus. These measures 
included, among others, proposals to raise quotas on a number 
of import items, mostly agricultural commodities; encouragement 
for the import of various raw and processed materials for 
stockpiling, as well as accelerating certain other import 
transactions already planned; the facilitation of import 
financing for civilian aircraft; the promotion of foreign 
bond issues to be denominated in yen; and the simplification 
of certain foreign exchange controls. During November, the 
prospective removal, over the longer term, of various import 
restrictions was reported. The reduction of tariffs on 
some manufactured items, independent of Japan's planned 
January 1978 offers at the Geneva multilateral trade nego- 
tiations, was understood to be under consideration. The 
Ministry of Agriculture announced that the ban on cherry 
imports would be lifted next July; the possibility of 
liberalizing other agricultural products also was understood 
to be under study. Also in November, the Japanese govern- 
ment announced its intention of lending some foreign 
currency reserves to the Export-Import Bank to be used to 
finance imports of certain commodities. With reference to 
trade with the United States in particular, Japan and the 
United States established in September 1977 a trade facili- 
tation committee which combines the talents of representatives 
of government and business in Japan and in the United States 





in an effort to devise ways of increasing Japan's imports 
from the United States. As the end of 1977 approached, 
negotiations aimed at dealing with the differences between 
Japan and her trading partners became more intensive. 


Economic Outlook for Japan is Uncertain 


Japan's economic growth is not expected to reach its 
original target for fiscal year 1977, which ends in March 
1978. Japanese government spokesmen estimated in December 
1977 that the growth rate would be 5.3% rather than the 
6.7% originally projected. A major effort to bring 
expansion back to a higher level now appears to be under way. 
Japanese officials announced near the end of 1977 their 
intention of providing additional fiscal stimuli with the 
object of achieving a 7% growth rate in fiscal 1978. 


Japan's prospects for economic growth during the coming 
months nevertheless appears to hinge mainly on the develop- 
ment of private domestic demand. The newly planned government 
expenditures, of course, also can contribute fairly substan- 
tially to expansion. There is, however, little likelihood 
that the external sector will continue to be a source of 
net growth, since for this to occur the already large running 
excess of exports over imports would have to increase. 


As 1977 ends, consumption and private housing investment 
are the major kinds of Japanese economic activity which are 
difficult to predict. With respect to consumption, the 
Slowing of inflation would tend to weaken the consumer's 
impulse to save against anticipated rapid price rises; and 
it has contributed to growth in real incomes. On the other 
hand, the economic slowdown and continuing unemployment have 
led to slower growth in nominal incomes. The combined effect 
of these contradictory influences on household spending is 
not easy to predict. Thus far, although current savings 
rates are high and scope exists for greater consumption 
spending, there is little evidence of a loosening of consumer 
purse strings. 


With respect to housing, it is not yet clear how 
effective the government's November stimulative measures 
will be. There are indications that house buyers are to 
some extent substituting public credit for private borrowing. 





Japan's export growth faces two major obstacles. One 
is the fact that the appreciation of the yen has damaged 
the competitive position of such Japanese export items as 
textiles, ships, synthetic fibers, chemicals, and steel. 
The other is the impatience of Japan's trading partners 
with her continuing payments surplus as well as with the 
marked disruptions which her past export drives sometimes 
have introduced into their economies. Limitations already 
have been placed on Japan's exports of some specific goods 
to some specific countries, and the climate in Japan's 
foreign markets is generally not favorable to a further 
rapid expansion in Japanese exports. The effects of the 
yen rise, while not yet clearly apparent in the trade 
figures, already are widely reported to be serious. 
Although few bankruptcies thus far have been traced to 
a loss in competitive power through exchange rate adjustments, 
recent reports of export producers experiencing difficulty are 
frequent, and export orders are reported to have dropped 
sharply in October. As the problems of Japan's weaker 
export industries come more clearly into focus, some 
heightening can be expected of the strain which the 
structural difficulties of Japanese industry already are 
placing on the economy as a whole. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


In so far as Japan's economy resumes rapid growth, her 
imports may be expected to pursue a generally upward trend, 
particularly after the upward movement of the yen and amidst 
the current special effort on the part of both governments 
to encourage American exports to Japan. American suppliers, 
however, will have to do a good marketing job. Japanese 
end-users will be especially selective in purchasing capital 
goods, at least until plant and equipment investment advances 
from its present negative growth rate. 


Coal, logs, grains and lumber can be expected to remain 
leading U.S. exports to Japan. Other promising product areas 
include computers and peripheral equipment, miscellaneous 
electronic components, process control instruments, food 
processing and packaging equipment, analytical chemistry/ 
applied spectroscopy instruments, bio-medical equipment, 
electronics industry production and test equipment, pollution 
control and measuring equipment, lasers and laser systems, 
mechanical handling equipment, automotive parts and equipment, 





10 
avionics and ground support equipment, printing and graphic 
arts equipment, building systems and materials, oceanographic 
equipment, and marine equipment (for details see the Embassy's 
annual Best Prospects Report, Airgram A-299, dated September 
264 29772; 


Imports of consumer goods over the next few years may 
well grow at a faster rate than GNP. Consumer products 
expected to be in demand include those in the hobby and do-it- 
yourself/home improvement field, high quality stereo components, 
personal health and grooming products, fashion wear and 
accessories, cosmetics, and sporting equipment. 


Japan's multi-layered distribution system for consumer 
goods differs in several important respects from marketing 
practices common in the United States and other countries. 
Penetration of this high-opportunity segment of the Japanese 
market deserves special attention from U.S. exporters. 
Companies not familiar with Japan may wish to take advantage 
of the various export business information and introduction 
services available from the U.S. Department of Commerce and 
from the U.S. Embassy and Trade Center in Tokyo. 


American firms participating in multi-firm exhibitions 
in the U.S. Trade Center in Tokyo in five product categories 
over the last six months - analytical chemistry/applied 
spectroscopy instruments, electronic components, data manage- 
ment/handling, rehabilitation equipment, and hotel and 
restaurant equipment and supplies - reported a combined spot 
and one-year projected sales of $52 million. 


During the second half of 1977 the Embassy and Consulates 
organized a projected total of 34 groups, including about six 
hundred and sixty participants, to visit trade shows and 
dealers in the United States. The visitors included groups 
specializing in automotive parts, textiles, business machines, 
sporting goods, paints, and energy conservation. As of the 
end of November 1977, twenty-one of the groups had reported 
combined spot and one-year-projected purchases totaling about 
$17.4 million. 


Total U.S. agricultural exports to Japan from April to 
September 1977 were valued at $1.6 billion, 4 per cent less 
than in the same period during the preceding year. This 
slight decline in value was due in large part of lower prices 
in the United States for corn, wheat, sorghum, citrus and 
beef. Increased imports of soybeans, corn, pulses, soybean 
cake and meal, poultry, tallow, cotton, citrus, fruit juices, 
and canned fruit highlighted the period. The outlook for 
agricultural exports from October 1977 to March 1978 is good 
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for feeds and fodders, protein meals, turkeys, fresh citrus, 
frozen or canned fruits and vegetables and variety meats. 
Japan's livestock industry continues to progress, but imports 
of meat and poultry products (chicken meat and eggs) are 
likely to remain at about the same level as in spring and 
summer 1977. Feed grain imports are expected to rise signifi- 
cantly in JFY 77 (ending in March 1978) because of an increase 
in mixed feed usage and because of the import price reductions 
which have resulted from the appreciation of the yen. 


Investment Continues at Slow Pace 


In early 1976 the Japanese government completed a program 
of liberalization with respect to investment from overseas. 
Four industries were exempted from this liberalization; and 
licensing policy sometimes inhibits new investment, domestic 
or foreign, in a number of others. Investment from overseas 
may be either in wholly owned subsidiaries or in joint 
ventures. The Japanese government tends to look with particu- 
lar favor on the latter in cases where the overseas partner 
provides a high technological input. 


New direct foreign investments in Japan during 1977 have 
been modest. A primary limiting factor has been the impact 
which the recession in Japan has exerted on investment from 
foreign as well as from domestic sources. 


A slight nominal recovery occurred in late 1976 and early 
1977 in Japanese overseas investment. Japanese willingness to 
invest in the United States has increased as our costs have 
continued to decline relative to other countries'; and 
Japanese manufacturers continue to value the U.S. market 
access which direct investments provide. 
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